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The  Economics  of  Red 

BY  FRED  W.  RIGGS 

THE  ability  to  mobilize  and  direct  political  and 
military  forces  has  enabled  the  Chinese  Commu¬ 
nists  to  forge  a  new  state  power  in  the  Far  East 
which,  as  the  dramatic  events  in  Korea  have  re¬ 
vealed,  may  well  alter  the  course  of  Asian  history. 
However,  the  staying  power  of  the  Communist 
regime  and  its  capacity  for  consolidating  and  ex¬ 
tending  its  rule  will  depend  to  a  great  extent  on 
its  capacity  to  master  economic  problems — not  only 
to  meet  the  minimum  material  needs  of  the  popu¬ 
lation  but  also  to  build  the  foundations  of  a  modern 
industrial  system.^ 

Chinese  Communist  economic  policy  rests  on 
two  fundamental  and  interacting  factors:  first,  the 
material  economic  realities  of  a  populous,  largely 
agricultural  country  with  the  rudiments  of  modern 
industry;  and  second,  the  Marxist  theories  and 
dogmas,  in  terms  of  which  the  new  Chinese  leaders 
interpret  and  deal  with  their  world. 

By  drawing  attention  too  exclusively  either  to  the 
Marxist  theorizing  or  to  the  practical  programs  of 
the  Chinese  Communists,  Westerners  have  some¬ 
times  created  misleading  impressions.  Some  ob¬ 
servers  have  concluded  that  the  new  leaders  are  so 
pragmatic  and  basically  “Chinese”  in  outlook  that 
they  can  not  be  classified  as  real  “Communists”  but 
ought  rather  to  be  considered  Utopian  reformers. 
Others  have  inferred  that  the  Chinese  Communists 
are  so  doctrinaire  in  their  Marxism  and  so  closely 

1.  For  political  aspects  sec  particularly  A.  Doak  Barnett,  “Pro¬ 
file  of  Red  China,”  Foreign  Policy  Reports,  Vol.  XXV,  No.  19 
(Feb.  15,  1950).  Sec  also  Otto  B.  van  tier  Sprenkel,  Robert 
Guillain  and  Michael  Lindsay,  New  China:  Three  Views  (New 
York,  John  Day,  1951);  Dcrk  Bodde,  Pelting  Diary  (New  York, 
Henry  Schuman,  1950);  and  Jean-Jacques  Brieux,  Lm  Chine:  Du 
Nationalisme  aii  Communisme  (Paris,  Editions  du  Seuil,  1950). 
Any  report  on  present  day  conditions  in  China  is  necessarily 
handicapped  by  the  extremely  partisan  character  of  available 
materials,  whether  pro-  or  anti-Communist  in  origin.  This  study 
is  based  primarily  on  a  critical  analysis  of  Chinese  Communist 
documents,  checked  wherever  practicable  by  ewdence  from 
American  visitors  and  journalists.  Nationalist  government  sources 
and  prewar  data.  No  attempt  is  made  in  this  Report  to  analyze 
economic  developments  since  the  Chinese  Communists  inter¬ 
vened  in  Korea,  especially  since  it  is  still  too  early  to  distinguish 
merely  temporary  phenomena  from  long-range  effects.  A  few 
conspicuous  post-Korean  changes  in  the  Chinese  scene,  however, 
have  been  described  in  two  articles  by  the  author  in  the  Foreign 
Policy  Bulletin,  Feb.  23  and  March  2,  1951. 
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controlled  by  Moscow  that  they  can  not  possibly 
deal  sensibly  and  effectively  with  real  economic 
and  political  problems. 

Mao  Tse-tung  and  his  followers  have  not  always 
found  it  easy  to  reconcile  Marxist-Leninist  theories 
with  Chinese  realities.  Divergent  interpretations 
have  often  led  to  schisms,  bitter  sectarianism  and 
mutual  recriminations.  Generally  speaking,  how¬ 
ever,  the  orthodox  course  has  followed  a  central 
line,  with  the  heterodox  branching  off  on  “right” 
or  “left”  deviations.  In  particular,  one  form  of 
“right”  deviation  has  been  identified  with  an  “em¬ 
piricism”  reluctant  to  accept  the  universal  guidance 
of  Marxist  revolutionary  theory.  The  opposite  “left” 
deviation  is  castigated  as  a  “dogmatism”  which,  in 
the  words  of  Li  Li-san,  a  leading  Chinese  Commu¬ 
nist  theoretician,  “mechanically  transplants  foreign 
experience  regardless  of  the  concrete  objective  con¬ 
ditions.”  The  genius  of  Mao  Tse-tung’s  leadership, 
according  to  Li,  is  that  it  “correctly”  unites  “Marx¬ 
ist-Leninist  theory  with  practice  in  China.”^ 

ROLE  OF  WORKERS  AND  PEASANTS 

For  the  Chinese  Communists  the  most  critical 
problem  in  reconciling  theory  and  practice  has  con¬ 
cerned  the  nature  of  the  Chinese  revvilution. 
Throughout  the  20’s  the  Communist  International 
stressed  reliance  on  the  urban  proletariat  for  sup¬ 
port  in  a  revolutionary  movement  centering  in  the 
industrialized  cities.  By  1931  several  uprisings  or¬ 
ganized  in  accordance  with  this  theory  had  been 
suppressed  with  bloody  violence. 

Meanwhile,  working  independently,  Mao  Tse- 
tung  had  developed  principles  of  revolution  adapted 
to  the  Chinese  scene  which  enabled  him  to  estab¬ 
lish  strong  foundations  in  the  countryside.  Mao  suc¬ 
ceeded  in  uniting  three  decisive  ingredients:  the 
integrated  leadership  of  a  party  which  provided 
cohesion  and  purpose  for  the  hitherto  frustrated 
idealism  of  thousands  of  young  intellectuals;  a  mass 
basis  in  the  support  of  poor  and  landless  peasants 
obtained  in  response  to  a  program  of  land  reform; 

2.  Speech  in  Peiping,  Nov.  21,  19-19,  before  trade  union  con¬ 
ference  of  Asian  and  Australasian  countries.  English  text  in 
China  Wee/t^ly  Review  (Shanghai),  Dec.  17,  19-19,  pp.  41-'H. 
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and  a  disciplined  army  trained  by  the  party  but 
sustained  by  popular  approval  which  assured  the 
army  food,  manpower  and  cover  in  the  conduct 
of  guerrilla  warfare. 

This  practical  policy  was  given  ideological  justi¬ 
fication  in  Mao’s  New  Democracy,  published  in 
1940,  which  advanced  the  idea  of  a  two-stage  revo¬ 
lution.  In  the  first  stage,  called  “New  Democracy,” 
a  united  front  of  all  popular  classes  would  be  formed 
under  Communist  party  leadership,  which  would 
eliminate  “imperialism,  feudalism  and  bureaucratic 
capitalism.”  The  tie  with  Marxist  doctrine  was 
established  through  the  attack  on  “imperialism,” 
which  was  to  be  assailed  in  its  homelands  by  the 
;  proletariat  and  in  the  “colonial”  areas  by  nationalist 
I  united  fronts.  The  C  hinese  who  collaborated  with 
i  or  derived  advantages  from  imperialism  were  de- 
^  scribed  as  “feudalists,”  especially  the  absentee  land- 
^  lord  class,  and  as  “bureaucratic  capitalists,”  native 
:  businessmen  (compradors)  and  speculators  who 
I  benefited  from  foreign  connections.  Thus  the  attack 
on  the  landlord  system,  while  depicted  as  part  of  a 
world-wide  struggle  against  capitalism,  also  pro¬ 
vided  the  key  to  power  within  China  itself. 

Following  the  stage  of  “New  Democracy,”  how¬ 
ever,  Mao  predicted  a  second  revolution,  without 
violence,  when  a  classless,  socialist  society  would  be 
created.  In  the  meantime,  however,  the  economic 
conditions  for  this  transformation,  the  development 
of  industry  and  agriculture,  must  take  place. 

AGRARIAN  POLICY 

In  the  light  of  these  theories,  agrarian  reform, 
and  especially  land  redistribution,  has  held  the 
spotlight  as  the  core  of  Chinese  Communist  revo¬ 
lutionary  practice.  It  has  been  considered  the  means 
to  achieve  two  aims:  mobilization  of  mass  support 
for  the  new  regime  and  creation  of  a  base  for  in¬ 
creased  production.  While  the  Communists  were 
fighting  the  civil  war,  the  former  aim  prodomi- 
nated,  but  since  the  cities  have  come  under  their 
control,  the  Communists  have  shifted  their  em¬ 
phasis  to  the  latter  aim. 

Chinese  Communist  agrarian  policy  has  fluc¬ 
tuated  from  the  extreme  redistributionism  and  the 
I  ruthless  “liquidation”  of  landlords  practiced  dur¬ 
ing  the  Kiangsi  period  to  the  mild  rent-lowering 
j  phase  which  accompanied  the  “united  front”  with 
the  Nationalists  during  the  war  against  Japan, 
i  When  civil  war  with  the  Kuomintang  flared 
I  anew  after  V-J  Day,  the  party  solicited  active 
peasant  support  by  promulgating  the  Directive  of 
May  4, 1946,  which  authorized  the  confiscation  and 
redistribution  of  landlord  property.  The  poor  peas¬ 
ants,  however,  insistently  demanded  that  the  land 
of  “rich  peasants,”  or  kulaks,  much  of  which  was 

I 

i _ _ 


Fundamental  issues  raised  by  General  Doug¬ 
las  MacArthur  in  the  "greater  debate”  on 
American  Far  Eastern  policy  can  only  be 
resolved  in  the  light  of  the  facts  concern¬ 
ing  recent  developments  inside  Communist 
China.  To  meet  the  need  for  these  facts,  the 
Research  Department  is  publishing  a  study 
of  the  revolutionary  economic  changes  on 
the  Chinese  mainland  which  have  funda¬ 
mentally  affected  the  potential  strength 
and  world  role  of  the  Peiping  regime. 


also  rented  out,  should  be  included  in  the  redistribu¬ 
tion  program.  Lack  of  clarity  led  to  divergent  prac¬ 
tices  in  different  areas,  confusion,  violence  and  con¬ 
troversy.  A  new  Basic  Program  was  promulgated  in 
September  1947  extending  the  confiscatory  policy  to 
the  kulaks  by  providing  for  equal  distribution  of 
land  in  exact  ratio  to  population.  To  implement 
this  change,  poor  peasant  leagues  were  organized 
to  bear  the  brunt  of  the  reform  effort. 

In  the  first  flush  of  victory,  especially  in  North 
China,  many  excesses  were  committed  by  over- 
zealous  land  reformers.  As  soon  as  the  army  moved 
into  a  “liberated”  village,  accusation  meetings  were 
called  by  political  workers  at  which  poor  peasants 
denounced  landlords  and  “reactionaries”  who  had 
“oppressed”  or  “exploited”  them.  Prompt  decisions 
were  taken;  landlords  were  immediately  deprived 
of  their  possessions  and  sometimes  publicly 
whipped  or  sentenced  to  prison  terms;  title  deeds 
to  their  land  were  burned;  plots  were  distributed 
to  poor  peasants;  and  the  landlords’  personal  prop¬ 
erty,  farm  implements,  draft  animals  and  surplus 
grain  were  divided  up  among  the  people.  Aside 
from  the  irregularities,  destruction  and  favoritism 
which  often  accompanied  this  procedure,  the  re¬ 
distributed  land  was  partitioned  in  uneconomically 
small  plots.  Moreover,  the  failure  to  demarcate  class 
lines  accurately  resulted  frequently  in  the  classifica¬ 
tion  of  “middle  peasants”  as  kulaks  and  in  the 
alienation  of  important  segments  of  the  peasantry. 

By  1949  it  became  apparent  that  a  slowdown  and 
modification  of  the  land  reform  program  would  be 
necessary  to  curb  these  excesses.  Moreover,  the 
conquest  of  urban  areas  made  the  maintenance  and 
increase  of  food  production  doubly  important — 
more  important,  indeed,  than  the  political  need  to 
win  favor  among  the  poor  peasantry. 

This  change  of  emphasis  is  reflected  in  the  Com¬ 
mon  Program,  adopted  in  September,  which,  while 
confirming  peasant  property  rights  in  areas  where 
land  reform  had  already  been  carried  out,  stipulated 
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that  in  other  areas  preliminary  measures  should  in¬ 
clude  the  mass  organization  of  peasant  associations, 
“elimination  of  local  bandits  and  despots,”  the  re¬ 
duction  of  rents  and  interest  rates,  and  then  “dis¬ 
tribution  of  land.”^ 

The  full  implications  of  this  change  in  emphasis 
were  not  realized,  however,  until  the  new  Agrarian 
Law'*  was  passed  on  June  30, 1950.  The  most  impor¬ 
tant  change  was  the  exemption  from  infringement 
of  the  land  of  rich  peasants  cultivated  by  them  and 
their  hired  labor.  Moreover,  the  land  rented  out  by  a 
rich  peasant,  if  it  does  not  exceed  the  land  he  and 
his  hired  workers  till,  may  be  retained  by  its 
owner.  Certain  special  groups,  such  as  army  men, 
dependents  of  “martyrs,”  workers,  peddlers  and 
others  who  cannot  work,  are  not  to  be  classed  as 
landlords  if  the  land  they  hold  and  rent  out  is  not 
more  than  twice  the  average  per  capita  holding  in 
the  locality. 

Landlords  are  to  be  permitted  to  retain  land 
equivalent  to  the  per  capita  share,  and  if  they  own 
industrial  or  commercial  enterprises,  these  proper¬ 
ties  are  not  to  taken  from  them.  Clearly  the  results 
of  reform  implemented  along  these  lines  will  be 
the  unequal  distribution  of  land  to  all  tillers:  the 
rich  peasants  will  retain  relatively  large  farms, 
while  former  poor  or  landless  peasants  will  receive 
only  small  plots. 

A  BASIS  FOR  INDUSTRIALIZATION 

If  agrarian  reform  is  to  pave  the  way  for  indus¬ 
trialization  in  China,  two  objectives  must  be  kept 
in  mind:  first,  the  total  productivity  of  agriculture 
must  be  increased,  and  second,  a  rural  market  for 
industrial  products  must  be  created.’ 

In  order  to  retain  the  most  efficiently  operated 
farms,  those  of  the  kulaks,  the  Communists  decided 
to  redistribute  primarily  only  landlord  property.  It 
may  be  seen  that  under  the  impetus  of  the  new 
emphasis  on  agricultural  productivity,  the  scope 
of  the  land  redistribution  program  has  been  greatly 
curtailed.^ 

Liu  Shao-chi,  vice  chairman  of  the  Peiping  gov¬ 
ernment,  has  explained^  that  in  the  earlier  stage 
of  the  civil  war  everything  had  to  be  subordinated 
to  the  need  for  victory.  Consequently,  poor  peasants 

3.  English  text  of  the  Common  Program  of  the  People’s  Po¬ 
litical  Consultative  Conference  in  ibid.,  Oct.  8,  1949,  pp.  85-88. 

4.  English  text,  People’s  China  (Peiping),  July  16,  1950,  supp. 

5.  For  a  discussion  of  underlying  economic  factors  in  land 
reform  see  p.  72. 

6.  The  land  farmed  by  tenants  is  not  less  productive  per  acre 
than  land  tilled  by  owners,  according  to  John  L.  Buck,  a  leading 
authority.  If  so,  then  land  distribution  will  not,  of  itself,  increase 
farm  productivity. 

7.  Speerh  before  National  Committee  of  P.P.C.C.  English  text 
in  People’s  China,  July  16,  1950,  pp.  5-9,  28-31. 


were  allowed  to  requisition  the  property  of  rich 
peasants  as  well  as  landlords  in  order  to  “raise  the 
peasants’  high  revolutionary  enthusiasm.”  Follow¬ 
ing  the  victory,  however,  Liu  stressed  that  the  chief 
problems  were  those  of  finance  and  economy.  More¬ 
over,  certain  abuses  which  were  formerly  tolerated 
— “industry  and  commerce  in  the  rural  areas  were 
partly  undermined,  and  cases  of  indiscrimin  ite  beat¬ 
ings  and  killings  occurred  in  some  places” — could 
no  longer  be  permitted.  Now,  he  said,  the  bas'C  aim 
of  agrarian  reform  was  not  simply  to  relieve  poor 
peasants,  but  to  “set  free  the  rural  productive  forces.” 
Consequently,  he  continued,  it  was  necessary  to 
retain  the  rich-peasant  economy  in  the  coming 
agrarian  reform.  This  policy,  moreover,  would  con¬ 
tinue  indefinitely  until  the  conditions  matured  for 
the  wide  use  of  mechanical  farming  when,  Liu  de¬ 
clared,  “the  organization  of  collective  farms”  and 
the  “socialist  reform  of  the  rural  areas”  would 
terminate  the  need  for  a  rich-peasant  economy.  But, 
he  cautioned,  this  would  take  a  “somewhat  lengthy 
time  to  achieve.”® 

The  new  agrarian  law  is  replete  with  provisions 
to  insure  moderation  in  its  implementation  and  full 
support  of  production.  The  chief  agency  to  carry 
out  the  reform  is  the  peasant  association.  To  pre¬ 
vent  agitation  for  radical  redistribution,  the  or¬ 
ganization  of  poor  peasant  leagues  is  strictly  banned 
and  one-third  of  the  leadership  of  the  peasant  as¬ 
sociations  must  come  from  the  middle  peasants, 
including  the  “well-to-do  middle  peasants.” 

To  minimize  interference  with  production,  care 
is  to  be  given  to  the  timing  of  reform.  Changes 
are  to  be  made  only  after  crops  have  been  harvested 
in  the  autumn,  and  new  owners  must  compensate 
previous  tillers  for  any  cultivation  and  fertilization 
which  they  may  have  carried  out  since  reaping 
the  last  crop. 

The  renting  of  land  will  obviously  not  be 
eliminated  by  the  present  Communist  land  reform 
program,  and  all  postreform  property  rights  are 
to  be  insured,  including  the  rights  of  sale,  purchase  , 
and  renting.  It  is  to  be  expected,  consequently,  that 
class  differentiations  among  the  peasants  will  re- 
emerge  as  some  prosper  while  others  encounter 
difficulties.  In  Manchuria,  where  reform  was  car¬ 
ried  out  several  years  ago,  this  process  has  already 
gained  headway.  According  to  Kao  Kang,  chairman 
of  the  Northeast  Military  and  Administrative  Com¬ 
mittee,  differentiation  among  the  new  middle  peas¬ 
ants  produced  three  groups:  the  first,  about  12  per 
cent  of  the  households  in  Heilungkiang  Province, 
had  increased  its  holdings  of  land,  cattle  and  agri¬ 
cultural  tools  and  had  employed  hired  labor;  a 
second  group  lost  their  land  or  had  to  rent  it;  while 

8.  Ibid.,  pp.  28-29. 
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a  third  group  had  retained  its  original  land  shares.^ 
It  can  be  seen  that  the  Chinese  Communists  have 
laid  the  basis  for  a  kulak  problem  which  may  give 
rise  to  serious  internal  controversies  in  the  future. 

The  new  land  reform  is  being  purposely  delayed 
until  full  preparation  can  be  made,  thus  ending  the 
waste  of  the  hasty  post-victory  reforms. 

During  the  preparatory  stage  the  Communists 
concentrate  their  efforts  on  establishing  law  and 
order  by  carrying  out  “bandit  suppression”  cam¬ 
paigns,  on  building  up  peasant  associations,  on 
laying  plans  for  the  reforms,  on  reducing  rent  and 
on  promoting  other  improvements  such  as  water 
conservation  works. 

As  part  of  the  preparation  for  reform,  rural 
cadres  are  instructed  to  select  key  spots  for  pilot 
experiments,  later  extending  the  reform  in  the  sur¬ 
rounding  areas  on  the  basis  of  that  experience.  Per¬ 
sons  trained  in  the  pilot  development  can  then  be 
used  as  leaders  in  neighboring  areas. 

CALENDAR  FOR  LAND  REFORM 

In  June  1950,  according  to  Liu  Shao-chi,  agrarian 
reform  had  been  carried  out  in  North  China  and 
Manchuria  in  areas  with  a  rural  population  of  145 
million.  The  rest  of  the  country  had  a  rural  popula¬ 
tion  of  264  million.  It  was  expected  that  during  the 
winter  of  1950-51  reform  would  be  implemented  in 
an  area  with  a  rural  population  of  100  million.*® 

This  would  leave  an  area  with  164  million  rural 
population  where  reform  would  follow  the  autumn 
of  1951  or  possibly  the  autumn  of  1952.  In  certain 
small  areas,  especially  where  national  minorities — 
about  20  million  people — are  concentrated,  reform 
would  be  postponed  indefinitely  pending  develop¬ 
ment  of  local  support.  On  the  whole,  reforms  would 
be  achieved  in  two  and  one-half  years,  or  by  the 
spring  of  1953,  according  to  the  proposed  plan. 

Referring  to  preparations  for  reform,  Liu  stated 
that  in  East  and  Central-South  China,  peasant  as¬ 
sociation  membership  had  reached  24  million.  Plans 
were  being  made  to  train  180,000  cadres  to  lead  the 
reform  during  the  winter  of  1950-51.  Local  admin¬ 
istrations  in  38,000  hsiang  (the  basic  administrative 
unit  for  land  reform,  intermediate  between  the 
villages  and  the  hsien,  or  county)  had  been  re¬ 
organized. 

In  the  East  China  region,  land  reform  had  been 
completed  by  mid-1950  in  areas  with  a  rural  popu¬ 
lation  of  45  million,  leaving  a  population  of  70  mil- 

9.  V.  Maslennikov,  “A  Year  of  Great  Reforms  in  the  Chinese 
People’s  Republic,”  Voprosy  El(pnomiki,  No.  9,  1950.  Trans¬ 
lated  in  Soviet  Press  Translations,  March  15,  1951,  p.  136. 

10.  This  includes  an  area  with  3.5  million  population  in  North 
China,  8  million  in  Northwest  China,  35-40  million  in  East 
China  and  47-56  million  in  Central-South  China. 
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lion  yet  to  undergo  the  reform.  Peasants’  associa¬ 
tions  had  reached  a  membership  of  11  million.** 

TO  INCREASE  PRODUCTIVITY 

Current  Chinese  Communist  publications  stress 
that  land  redistribution  is  but  one  phase  of  land 
reform.  They  say  that  by  destroying  “feudalism,” 
the  productive  forces  of  agriculture  are  released. 
But,  they  say,  positive  effort  must  be  devoted  to 
stimulating  these  productive  forces.  New  goals  for 
agriculture  have  been  assigned,  and  farmers  are  sup¬ 
posed  to  work  for  the  fulfillment  of  a  plan. 

A  National  Agricultural  Production  Conference 
held  in  Peiping  in  January  1950  adopted  various 
measures  to  promote  agriculture.  The  first  point 
of  a  comprehensive  program  was  the  “mobilization 
and  organization  of  labor  in  great  force  to  restore 
and  raise  cultivation  operations.”*^  Underlying  this 
idea  is  the  formation  of  “mutual  aid  teams,”  a  form 
of  cooperative  self-help  to  effect  some  economies  in 
the  utilization  of  labor  and  to  use  collective  labor 
for  capital  improvements,  land  reclamation,  irriga¬ 
tion  and  other  such  projects. 

A  second  measure  was  the  systematic  encourage¬ 
ment  of  livestock  production,  especially  through 
the  promotion  of  better  stock,  veterinary  and  health 
measures,  incentive  plans  such  as  competitive 
shows,  and  the  like.  The  third  proposal  was  the 
improvement  of  water  conservation  through  ex¬ 
tension  of  irrigation  systems,  drilling  of  115,000 
new  wells,  .strengthening  of  dikes,  construction  of 
111,000  water  wheels  so  as  to  make  possible  tbe 
flcK)ding  of  about  450,000  acres  of  new  rice  fields. 

A  fourth  step  was  to  promr^e  the  supply  of 
chemical  fertilizers  and  improve  utilization  of  or¬ 
ganic  materials.  Pest  control,  involving  the  im¬ 
portation  of  DDT  and  the  expansion  of  facilities 

11.  The  following  tabic,  based  on  a  rc|V)rt  by  Jao  Shu-shih, 
chair?iian  of  East  China  Military  .Administrative  Committee, 
gives  some  indications  of  the  extent  and  plans  for  land  reform 
in  East  China.  China  Monthly  Review,  Sept.  1950,  supp.  (One 
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for  the  manufacture  of  native  insecticides,  consti¬ 
tuted  a  fifth  aim. 

Sixth,  emphasis  was  to  be  placed  on  the  use  of 
improved  seed,  with  promotion  of  experiment  sta¬ 
tions,  the  organization  of  a  company  to  distribute 
seed,  and  the  establishment  of  a  seed  inspection 
system.  The  seventh  phase  of  the  program  was  the 
establishment  of  about  100,000  blacksmith,  carpen¬ 
ter  and  tool  shops  to  make  20,000  horse-drawn 
ploughs,  30,000  “liberation”  hoes,  2,000  mowing 
machines  and  50,000  other  assorted  implements. 

A  program  to  establish  an  experimental  state- 
farm  and  to  reclaim  about  2.7  million  acres  of  waste 
land  constituted  the  eighth  item.  The  ninth  point 
was  emphasis  on  continued  research  in  improved 
seeds,  new  crops  and  materials,  better  insecticides, 
crop  rotation  and  the  use  of  alternate  rows  of  differ¬ 
ent  crops  during  the  same  sowing. 

These  proposals,  of  course,  embodied  nothing 
new  for  China.  Similar  work  has  been  done  for 
years  by  experimental  farms  and  schools  connected 
with  religious  missions  and  secular  philanthropies, 
by  private  Chinese  ventures,  and  by  governmental 
agencies,  such  as  the  Joint  Commission  for  Rural 
Rehabilitation  developed  under  the  United  States 
China  Aid  Program.  This  work,  moreover,  has 
long  had  the  nominal  support  of  the  Nationalist 
government  and  the  cooperation  of  some  of  its 
technical  agencies. 

Under  the  Communist  regime,  however,  these 
programs  may  be  given  greatly  accelerated  official 
support.  Moreover,  the  power  of  landlord  interests 
to  impede  change  and  the  retarding  influence  of  a 
venal  bureaucracy  have  been  abated.  In  exchange 
for  the  American  technicians  and  resources  which 
China  has  lost  have  come  a  number  of  Russian  “ex¬ 
perts,”  but  it  is  still  too  early  to  evaluate  the  effect 
of  this  change.  Russian  agriculture,  however,  has 
probably  developed  some  practices  which  could  be 
applied  in  China. 

As  a  supplementary  productive  force,  the  vast 
People’s  Army  is  utilized  by  the  Peiping  govern¬ 
ment.  Whenever  not  actually  engaged  in  military 
activities,  soldiers  are  put  to  work  on  reclamation 
and  construction  projects  or  in  direct  farming.  In  a 
special  message  in  December  1949  Mao  called  on 
the  army  to  contribute  substantially  to  the  1950 
production  goals.  This,  he  stressed,  was  part  of  a 
long-range  reconstruction  program  intended  to  en¬ 
hance  “the  wealth  of  society  and  the  nation  through 
manual  labor.”* ^ 

Stress  has  also  been  placed  on  increased  partici¬ 
pation  by  women  in  all  forms  of  productive  work. 
Spearheading  the  drive  to  change  the  role  of  women 
in  society  and  also  to  channel  their  efforts  into  pro- 

13.  English  text  in  ibid.,  Dec.  17,  19-49,  p.  46. 


ductive  work  is  the  All-China  Federation  of  Demo¬ 
cratic  Women,  which  claims  a  membership  of  30 
million. 

PRODUCTION  .ACHIEVEMENTS 

In  the  long  run  the  effectiveness  of  the  Commu¬ 
nist  program  for  agriculture  will  be  reflected  in 
the  size  of  the  country’s  crops.  During  the  prewar 
period,  1931-36,  China’s  average  annual  grain  yield, 
including  Manchuria,  has  been  estimated  by  the 
Communists*"*  at  the  equivalent  of  about  142  metric 
tons.  During  the  war  years,  .1941-45,  the  average 
fell  to  around  119  million  tons.  In  1949,  the  first 
year  when  the  Communists  had  control  over  most 
of  the  country,  the  harvest  amounted  to  112  million 
tons.  During  1949  natural  calamities  affected  20 
million  acres  of  farm  land  where  the  population 
amounted  to  40  million  people,  with  a  possible 
maximum  loss  of  production  of  12  million  tons  in 
the  areas  affected.  Even  if  part  of  the  loss  in  the 
afflicted  area  were  attributed  to  disturbances  en¬ 
tailed  by  the  early  land  reforms,  it  is  clear  that  good 
weather  and  restoration  of  order  would  make  pos¬ 
sible  a  substantially  larger  crop. 

Premier  Chou  En-lai,  in  September  1950,  declared 
that  planned  production  of  120  million  metric  tons 
of  grain  would  be  fulfilled,  while  Chen  Yun,  chair¬ 
man  of  the  government’s  Finance-Economic  Com¬ 
mittee,  in  a  report  in  November  asserted  that  China 
had  achieved  self-sufficiency  in  grain. 

The  question  of  self-sufficiency  may  be  partially 
checked  by  reference  to  trade  statistics.  Thus,  dur¬ 
ing  the  second  quarter  of  1950  Burma  exported  to 
China  7,600  tons  of  rice,  and  Thailand  sent  8,600 
tons  monthly  during  the  same  period.*’  This  was 
before  the  harvesting  of  the  1950  crops,  however. 
According  to  a  Peiping  broadcast  on  March  21, 
1951,  China  is  sending  50,000  tons  of  rice  to  India 
under  a  barter  arrangement  and  has  subsequently 
been  reported  ready  to  send  even  larger  quantities 
of  foodstuffs. 

Foreign  trade  statistics,  even  if  complete,  would 
not  give  an  accurate  picture  of  China’s  food  situa¬ 
tion  because  inadequacies  of  internal  transportation 
make  it  possible  for  one  part  of  the  country  to 
suffer  from  famine  while  surpluses  exist  elsewhere. 
Nevertheless,  it  may  be  expected  that  under  the 
Chinese  Communists  food  production  will  ulti¬ 
mately  at  least  equal,  if  not  exceed,  prewar  stand¬ 
ards  and  that  available  supplies  will  be  more 

14.  C.  N.  Wu,  vice  minister  of  agriculture  in  the  Peiping  gov¬ 
ernment,  “China  Increases  Her  Grain  Production,”  People's 
China,  May  16,  1950,  pp.  8-9,  26-27.  Throughout  this  Report 
metric  tons  are  employed,  even  when  the  simple  word  “ton”  is 
used. 

15.  Economic  Commission  for  .Asia  and  the  Far  Fast,  Economic 
Bulletin,  V'ol.  I,  No.  2  (Second  Quarter,  1950),  pp.  15,  16. 
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equitably  distributed  among  the  population,  there¬ 
by  creating  a  substantial  mass  market  for  basic 
manufactured  goods.  Meanwhile,  however,  if  ac¬ 
counts  of  observers  transmitted  by  way  of  Hong 
Kong  and  Formosa  are  to  be  credited,  the  general 
living  standards  of  the  population  as  a  whole  have 
materially  declined  under  the  impact  of  revolution¬ 
ary  social  changes,  military  needs  and  the  cost  of 
a  vast  new  bureaucracy. 

FROM  COUNTRYSIDE  TO  CITIES 

Western  observers  who  readily  concede  that  the 
Chinese  Communists  may  be  able  to  equal  if  not 
exceed  prewar  standards  in  agriculture  have  ques¬ 
tioned  whether  the  new  leaders  could  effectively 
organize  and  develop  the  country’s  embryonic  in¬ 
dustry.  This  question,  largely  theoretical  so  long 
as  the  Communists  remained  confined  to  their 
agrarian  strongholds,  suddenly  assumed  immediate 
importance  when  cities  fell  under  their  control. 

Official  recognition  of  this  fundamental  change 
was  heralded  in  March  1949  by  the  Communist 
party’s  Central  Committee  in  a  manifesto  called 
“From  the  Countryside  to  the  Cities.’’^^  This  docu¬ 
ment  asserted  that  under  Mao’s  leadership  the  party 
had  utilized  “the  countryside  to  encircle  the  cities.’’ 
Now,  however,  the  manifesto  declared,  a  new 
period  had  begun  of  “working  from  the  cities  to  the 
countryside.”  In  accomplishing  this  task,  the  party 
must  “rely  on  the  working  class”  and  must  win 
support  from  the  intelligentsia  and  the  bourgeoisie. 
But,  the  manifesto  asserted,  “the  key  point  in  the 
administration  and  building  up  of  the  cities  is  the 
rehabilitation  and  development  of  industrial  pro¬ 
duction.” 

In  line  with  their  doctrine  the  Communists 
turned  expectantly  to  the  industrial  workers.  But 
although  the  Communists  wanted  to  meet  the 
workers’  demands,  they  also  wished  to  spur  pro¬ 
duction.  This  in  turn  necessitated  disciplining  the 
workers  and  urging  them  to  increase  their  produc¬ 
tive  efforts. 

The  Common  Program  promised  the  workers 
minimum  wages,  an  eight-  to  ten-hour  day,  the 
gradual  introduction  of  labor  insurance,  special 
protection  for  juvenile  and  women  workers,  and 
inspection  of  industries  and  mines  to  improve  safety 
devices  and  sanitary  facilities.  In  state-owned  enter¬ 
prises  the  workers  are  to  participate  in  administra¬ 
tion  through  factory  administrative  committees, 
while  in  private  industry  collective  contracts  are  to 
be  concluded.  The  Common  Program,  however, 
does  not  mention  labor’s  right  to  strike. 

16.  Text  in  'New  China,  cited,  pp.  176-79;  New  China  News 
Agency  (official  Pcipir.g  news  bureau),  press  release,  March  23, 
19-19, 


The  Central  Government  Council  on  June  28 
adopted  a  new  Trade  Union  Law.'^  It  began 
by  affirming  the  right  of  all  employed  workers 
to  form  labor  unions,  which  must  be  organized 
according  to  the  principle  of  “democratic  central¬ 
ism,”  including  the  obligation  of  lower  levels  to 
follow  the  “resolutions  or  directives  of  labor  union 
organizations  of  a  higher  level.” 

All  unions  come  under  the  umbrella  of  the  All- 
China  Federation  of  Labor  as  the  “highest  guiding 
organ,”  and  bodies  not  formed  in  accordance  with 
this  law  do  not  enjoy  the  rights  prescribed  by  it. 
The  unions  must  educate  workers  “to  uphold  the 
laws  and  ordinances  of  the  people’s  government,” 
to  “observe  labor  discipline  and  to  organize  produc¬ 
tion  competitions”;  in  state  enterprises  to  protect 
public  property  and  fight  against  saboteurs;  in 
private  industry  to  promote  “the  policy  of  develop¬ 
ing  production”  and  “oppose  acts  .  .  .  that  are 
detrimental  to  production.”  There  is  na  specific 
prohibition  of  strikes,  but  apparently  the  law  has 
been  interpreted  to  forbid  work  stoppages  which 
are  certainly  “detrimental  to  production.” 

TRADE  UNIONS 

In  a  commentary  on  this  law^®  Li  Li-san  called 
on  the  trade  federation  to  “rally  around  it  the  broad 
masses  of  workers  as  its  pillars.”  He  went  on  to 
assert  that  in  state-owned  enterprises,  since  the 
workers,  as  part  of  the  public,  were  their  own  em¬ 
ployers,  there  could  be  no  exploitation.  In  privately- 
owned  enterprises,  however,  “exploitation  still 
exists,”  Li  declared,  and  the  trade  unions  could  par¬ 
ticipate  in  labor-capital  consultative  councils.  Never¬ 
theless,  he  said,  in  both  state-  and  privately-owned 
enterprises,  the  trade  unions  “shall  take  production 
as  their  central  task.” 

Regarding  enrollment,  Li  Li-san  reported^^  that 
in  August  1948  there  were  2.8  million  members  of 
the  All-China  Federation  of  Labor.  By  mid-1950 
enrollment  had  risen  to  4  million — one-third  of  all 
persons  classed  by  the  Communists  as  workers  and 
employees.  Subsequently,  in  listing  the  “serious  de¬ 
fects”  which  exist  in  the  Chinese  trade  union  move¬ 
ment,  Li  said,  “workers  organized  in  the  trade 
unions  comprise  but  a  small  portion  of  the  working 
class.  Trade  union  organizations  are  still  not  very 
sound.  All  measures  for  the  protection  and  im¬ 
provement  of  the  workers’  living  conditions  are  still 
in  their  initial  stage.  And  particularly,  systematic 
measures  for  participation  in  the  state  and  economic 
construction  are  still  lacking.” 

Probably  the  problem  of  controlling  the  workers 
proved  one  of  the  most  severe  headaches  for  the 

17.  Text  in  People’s  China,  July  16,  1950,  supp. 

18.  Ibid. 

19.  China  Weekly  Review,  December  17,  19-19,  p.  44. 
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party  which  claims  to  “lead  the  working  class.” 
Under  the  Kuomintang  the  workers  had  become 
accustomed  to  dealing  with  government-dominated 
unions  and  had  developed  their  own  anarchic  tac¬ 
tics,  chiefly  through  the  organization  of  secret 
societies  which  combined  protection  rackets  and 
gangsterism  with  mutual  aid  activities. 

Immediately  after  the  Communists  entered  the 
major  cities,  such  as  Shanghai,  they  were  greeted 
by  a  storm  of  demands  for  wage  increases,  while 
discharged  employees  pressed  exhorbitant  claims 
for  back  pay  or  compensation.  Employers  were 
often  forced  to  accept  increases  which  tripled  or 
quadrupled  their  labor  costs,  confronting  them  with 
imminent  bankruptcy.  The  new  government  re¬ 
acted  by  stressing  the  importance  of  labor  produc¬ 
tivity,  pushing  Stakhanovite  campaigns,  and  at¬ 
tempting  to  enforce  labor  discipline. 

Some  workers  have  obtained  substantial  material 
and  psychological  advantages  through  becoming 
trade  union,  party  or  government  leaders.  More¬ 
over,  the  Chinese  working  class  as  a  whole  has 
acquired  social  prestige.  Relative  price  stabilization, 
especially  after  March  1950,  has  been  of  great  im¬ 
portance  for  the  workers.  Nevertheless,  laborers 
soon  discovered  that  the  new  regime  did  not  auto¬ 
matically  bring  all  the  advantages  that  they  had 
been  led  to  hope  for. 

One  of  the  more  obstinate  difflculties  for  the 
Communist  administration  has  been  the  resurgence 
of  unemployment,  which  mounted  during  the  sum¬ 
mer  of  1950  despite  efforts  to  return  many  workers 
to  their  original  rural  homes.  In  September  1950 
Chou  En-lai  spoke  of  the  government’s  efforts  to 
relieve  “more  than  400,000  unemployed  workers,”^® 

Dissatisfaction  among  the  unemployed  may  well 
be  quite  intense,  but  while  the  employed  workers 
are  not  as  well  off  as  they  may  have  imagined  they 
would  be,  they  appear  to  be  faring  as  well  as,  if  not 
better  than,  they  did  under  the  Nationalist  govern 
mcnt. 

INFLATION 

More  critical,  perhaps,  than  the  problem  of  deal¬ 
ing  with  labor,  were  the  questions  arising  out  of 
the  inflationary  pressures  which  had  plagued  the 
whole  Chinese  economy  for  more  than  a  decade. 
During  1949  severe  price  increases  continued,  de¬ 
spite  periods  of  temporary  stability.  The  chief  in¬ 
flationary  factor  continued  to  be  the  issuance  of 
new,  unbacked  currency  to  cover  military  and  ad¬ 
ministrative  expenditures. 

Chen  Yun  in  April  1950  reported  that  only  one- 

20.  Report  to  National  Committee  of  P.P.C.C.,  Sept.  30,  1950. 
Text  in  People’s  China,  Oct.  16,  1950,  pp.  4-9,  30-31. 


third  of  the  national  budget  had  been  covered  by 
income  during  1949.^^  He  accounted  for  the  periods 
of  relative  stability  in  terms  of  the  “expansion  of 
liberated  areas,  which  resulted  in  the  expansion 
of  the  areas  for  circulation  of  the  people’s  currency, 
or  to  the  coming  on  the  market  of  certain  seasonal 
commodities.” 

In  its  World  Economic  Report  for  1949-50,  the 
United  Nations  Secretariat  gives  a  somewhat  dif¬ 
ferent  explanation  for  this  phenomenon:  “The 
government  confiscated  large  inventories  of  the  Na¬ 
tionalist  government  and  privately  hoarded  goods. 
At  the  same  time  considerable  private  hoardings 
were  liquidated  in  anticipation  of  a  more  rigorous 
new  economic  policy.  Having  gained  control  over 
the  confiscated  supplies,  the  government  was  in  a 
position  to  centralize  their  distribution  through 
government  trading  companies  and  to  resort  to 
large-scale  dumping,  and  thereby  to  reduce  and 
stabilize  prices  when  scarcity  caused  prices  in  a 
particular  area  to  rise  sharply.”^^  Prices  consequent¬ 
ly  were  fairly  stable  between  July  and  October  1949. 

An  attempt  was  made  to  stabilize  the  real  value 
of  savings.  A  “parity  deposit  unit”  was  established 
consisting  of  the  market  price  of  several  common 
consumer  commodities,  such  as  rice,  cloth,  peanut 
oil  and  coal.  The  index  of  this  parity  unit  in 
Shanghai,  which  stood  at  9  in  June  1949  (Janu¬ 
ary  1950=100),  had  risen  to  19  by  July  when  it 
leveled  oflF,  holding  stable  until  October  when  it 
stood  at  21.  Subsequently,  however,  price  increases 
began  again,  the  parity  unit  rising  to  50  in  Novem¬ 
ber,  100  in  January,  and  a  peak  of  157  by  March. 
The  drastic  rise,  following  the  exhaustion  of  seized 
government  stocks,  revealed  that  previous  price 
halts  had  not  been  caused  by  any  real  suppression 
of  the  underlying  inflationary  forces. 

After  March  1950,  however,  prices  leveled  off  and 
indeed  declined  sharply  for  several  months.  An 
economic  conference  in  Peiping  in  February 
adopted  the  following  slogans:  “Absorption  of 
idle  money;  establishment  of  treasuries;  and  facilita¬ 
tion  of  the  movement  of  cash  as  well  as  commodities 
from  places  of  plenty  to  places  of  scarcity.” 

A  major  immediate  means  of  absorbing  cash  was 
the  enforced  sale  of  “Victory  Bonds.”  Beginning  in 
March  the  People’s  Bank  stopped  issuing  new  cur¬ 
rency  and  all  disbursements  were  henceforth  cov¬ 
ered  by  cash  taken  in  by  the  government  banks. 
This  process  was  facilitated  by  the  sudden  dumping 
of  commodities  by  hoarders  following  the  leveling 
off  and  decline  in  prices.  The  price  decline  was  re¬ 
flected  in  a  fall  in  the  parity  unit  from  its  peak  of 

21.  Text  in  China  Weekly  Review,  April  22,  1950,  p.  138. 

22.  Preliminary  edition  (Lake  Success,  N.  Y.,  1951),  p.  99. 
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157  in  March  to  132  in  June,  after  which  prices  held 
relatively  constant.^^ 

Other  factors  responsible  for  limiting  the  infla¬ 
tion  were  improved  collection  of  taxes;  higher  tax 
rates,  including  very  high  turnover  taxes,  especially 
on  luxury  and  semiluxury  goods;  profits  from  new¬ 
ly  acquired  government  enterprises;  and  good  har¬ 
vests.  Expenditures  were  also  cut,  as  an  austerity 
program  was  introduced  for  both  military  and 
civilian  programs. 

The  extent  of  business  failures  was  revealed  by' 
Hsu  Ti-hsin,  director  of  Shanghai’s  Bureau  of  In¬ 
dustry  and  Commerce.^'*  In  January  263  factories 
and  shops  were  forced  to  close  and  349  in  February, 
but  the  rate  subsequently  jumped  to  796  in  March, 
1,567  in  April  and  2,947  in  May.  Of  12,000  factories 
in  Shanghai,  1,454  suspended  operations  during  the 
first  five  months  of  1950  and  5,922  closed  down,  a 
total  of  7,376,  or  more  than  60  per  cent  of  the  city’s 
industrial  establishments.  Of  100,000  commercial 
houses,  6,000,  or  more  than  6  per  cent,  were  forced 
to  stop  operations  during  the  same  period. 

Among  the  factors  responsible  for  this  situation 
Hsu  mentioned  the  basic  transition  for  Shanghai 
industry  from  the  production  of  luxury  and  semi¬ 
luxury  goods  to  basic  consumer  commodities;  the 
Nationalist  blockade  and  the  shift  to  reliance  on 
domestic  markets;  and  confusions  and  uncertainties 
which  made  businessmen  unwilling  to  embark  on 
new  ventures.  Another  factor  acknowledged  by 
Hsu  was  the  government’s  policy  limiting  tl.c  retail 
mark-up  on  wholesale  prices  to  2.5  per  cent.  This 
restriction  made  it  impossible  for  merchants  to 
pay  taxes  and  cover  their  overhead  costs.  After  May 
1950  a  mark-up  of  6  to  20  per  cent  was  authorized. 
Subsequently  the  general  business  outlook  also  im¬ 
proved  substantially. 

NATIONAL  BUDGET 

The  major  factor  in  the  suppression  of  inflation¬ 
ary  pressures  had  been  the  effort  to  balance  the  na¬ 
tional  budget.  Near  the  end  of  1949  a  budget  for 
1950  was  adopted  which  anticipated  that  public 
revenues  would  equal  81.3  per  cent  of  total  expendi¬ 
tures.^’  The  government  planned  to  meet  the 
deficit  by  a  note-issue  amounting  to  11.5  per  cent 
of  the  budget  and  a  sale  of  bonds  to  cover  the  re¬ 
maining  7.2  per  cent.  Figures  on  the  total  size  of 
the  budget  or  its  actual  realization  are  not  available, 
but  the  Communists  have  reported  that  the  deficit 
was  not  as  large  as  had  been  anticipated. 

The  budget  called  for  state  revenues  to  be  derived 

23.  Ibid.,  p.  101.  Figures  taken  from  Ta  Kung  Pao,  Shanghai. 

24.  Rciiort  on  Oct.  16,  1950.  Text  in  China  Monthly  Review, 
Dec.  1950,  supp.,  pp.  2-4. 

25.  People's  China,  Feb.  1,  1950,  p.  5. 


from  the  following  sources:  agricultural  tax,  41.4 
per  cent;  other  taxes,  38.9  per  cent;^^  profits  from 
state  enterprises,  17.1  per  cent;  from  state  trade, 
2.4  per  cent;  and  from  other  sources,  02  per  cent. 
Expenditures  were  to  be  divided  as  follows:  mili¬ 
tary,  38.8  per  cent;  administrative  costs,  21.4  per 
cent;  investments  in  state  enterprises  and  organiza¬ 
tions,  23.9  per  cent;  culture,  education  and  public 
health,  4.1  per  cent;  subsidies  to  local  governments, 
2.3  per  cent;  payments  and  interest  on  loans  of 
Northeast  China,  0.1  per  cent;  and  reserves,  9.4  per 
cent.  It  is  notable  that  one  of  the  principal  ex¬ 
penditures  of  the  Kuomintang  government — the 
service  of  loans — which  had  taken  27  per  cent  of 
the  state  budget,  was  eliminated  simply  by  refusing 
to  take  over  these  obligations. 

The  agricultural  tax  consisted  chiefly  of  a  levy 
in  kind  on  production,  valued  at  an  over-all  level 
of  17  per  cent  in  1949  but  reportedly  reduced  to 

13  per  cent  for  1950.  This  was  an  average,  however, 
for  a  graduated  rate  according  to  which  poor  peas¬ 
ants  paid  10  per  cent  of  their  crops,  middle  peasants 
15  per  cent,  rich  peasants  25  per  cent,  landlords  50 
per  cent  and  “special  families’’ — with  annual  re¬ 
ceipts  in  excess  of  6,000  bushels — 80  per  cent.  Local 
taxes  could  not  exceed  15  per  cent  of  the  national 
rate. 

In  1951  there'  is  some  indication  that  the  tax  is 
to  be  determined  on  the  basis  of  a  fixed  quota  for 
each  farm,  the  peasant  being  allowed  to  keep  the 
excess  if  his  harvest  exceeds  the  quota,  but  having 
to  pay  the  full  amount  even  though  the  crop  should 
fall  short  of  the  quota. 

As  visualized  in  official  statements,  Chinese  in¬ 
dustry  and  commerce  is  to  be  articulated  into  sev¬ 
eral  distinct  spheres:  state-owned,  cooperative, 
private,  state-capitalist  and  handicraft.  The  state- 
owned  economy,  according  to  the  Common  Pro¬ 
gram,  is  of  a  “socialist  nature.”  The  state  is  to  take 
over  “all  enterprises  vital  to  the  economic  life  of 
the  country”  which  are  to  serve  as  the  “leading  force 
of  the  entire  social  economy.” 

Beginning  with  the  railroads,  posts  and  telegraph 

26.  The  38.9  per  cent  of  state  income  from  other  taxes  included 

14  categories,  such  as  the  commodity  tax,  industrial  and  com¬ 
mercial  tax,  salt  tax,  customs  duties,  income  tax,  transaction  tax. 
slaughter  tax,  real  estate  tax,  land  tax,  special  consumption  tax 
and  license  tax.  The  commodity  tax  was  based  on  a  complex 
graduated  system,  imposing  120  per  cent  on  cigarettes,  foreign 
wines  and  other  liquers,  30  per  cent  on  canned  goods,  20  per 
cent  on  sugar,  3  per  cent  on  wheat  flour,  20  per  cent  on  matchn, 

15  per  cent  on  paper,  15  per  cent  on  Class  A  construction  ma¬ 
terials  such  as  cement,  5  j)er  cent  on  Class  B  materials  such  as 
brick  and  tile.  In  a  move  to  simplify  this  highly  complex  schedule 
of  commotlity  taxes,  Chen  Yun  announced  in  October  1950  that 
the  number  of  categories  of  goods  subject  to  tax  had  been  re¬ 
duced  from  1,136  to  358,  while  the  tax  on  salt  was  reduced  to 
half.  A  definite  tariff  had  also  been  established,  he  said,  for  the 
tax  on  profits  in  industry  and  commerce.  China  lVee\ly  Review, 
Feb.  4,  1950,  p.  163  and  Nov.  1950,  p.  108. 
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system,  which  had  been  state-operated  by  the  Na¬ 
tionalist  government,  the  Communists  added  in¬ 
dustries  previously  owned  by  the  Japanese  and  then 
by  a  few  leading  official  families,  the  so-called 
“bureaucratic  capitalists.”  By  the  beginning  of  1950 
state  enterprise  accounted  for  70  per  cent  of  coal 
production,  90  per  cent  of  smelted  steel,  50  per  cent 
of  smelted  pig  iron,  70  per  cent  of  machine  build¬ 
ing,  78  per  cent  of  electric  power,  and  33  per  cent 
of  the  shipping.^^  In  the  Northeast  state  industry 
predominates,  but  in  Shanghai  more  than  half  re¬ 
mains  in  private  hands.  According  to  Chou  En-lai, 
of  1  million  industrial  workers  in  Shanghai,  over 
60  per  cent  are  engaged  in  private  industry. 

INDUSTRIAL  PRODUCTION 

In  his  September  1950  report  Chou  En-lai  de¬ 
clared  that  three  to  five  years  would  be  necessary 
to  restore  China’s  prewar  economic  capacity.  Only 
after  that  had  occurred  would  it  be  possible,  he 
stated,  to  “embark  upon  the  path  of  systematic  de¬ 
velopment.” 

During  the  coming  years  the  government  plans 
to  concentrate  its  efforts  on  the  construction  of 
hydraulic  irrigation,  railroad  and  other  means  of 
transportation  and  communication,  and  on  the  tex¬ 
tile,  fuel,  metallurgical  and  chemical  industries,  as 
well  as  agriculture. 

For  the  financing  of  this  reconstruction  program, 
the  government  has  allocated  23.9  per  cent  of  its 
public  expenditures.  When  state  revenues  amount¬ 
ing  to  19.5  per  cent  of  the  total — derived  from  the 
profits  of  state  enterprise  and  trade — are  set  against 
this  amount,  however,  it  will  be  seen  that  the  net 
contribution  for  economic  reconstruction  by  the 
state  from  ordinary  taxation  is  not  large. 

Economic  planning  is  as  yet  in  a  rudimentary 
stage,  with  short-run  goals  set  for  certain  key  in¬ 
dustries.  A  Planning  Bureau  has  been  established 
under  the  Administrative  Council’s  Finance-Eco¬ 
nomic  Committee,  authorized  to  draft  a  nation¬ 
wide  plan  for  1951  and  to  commence  preparations 
for  a  first  five-year  plan. 

In  general,  industrial  production  in  China  is  still 
below  prewar  levels.  The  Communist  practice  of 
giving  production  statistics  in  percentages  of  un¬ 
known  base  years  or  of  undefined  goals  makes  it 
difficult  to  obtain  an  accurate  global  impression. 
Studies  by  the  UN’s  Economic  Commission  for 
Asia  and  the  Far  East,  and  a  report  on  1950  goals 
for  Manchuria  make  possible  a  few  figures.^® 

27.  Maslennikov,  op.  it.,  p.  140. 

28.  Figures  arc  taken  from  T^CAFE,  Economic  Survey  of  Asia 
and  the  Far  East,  1949  (Lake  Success,  N.  Y.,  1S50)  and  Kao 
Kang’s  report,  printed  in  China  Weekly  Review,  June  17,  1950, 
pp.  53-54. 


THE  ECONOMICS  OF  RED  CHINA 

In  coal,  1937  production,  including  Manchuria, 
amounted  to  36.9  million  metric  tons.  In  1947 
19.5  million  tons  were  mined,  but  only  13.8  million 
tons  in  1948,  and  a  slight  increase  to  15.5  million 
in  1949.  Of  the  1949  total,  11  million  tons  were  pro¬ 
duced  in  Manchuria,  where  the  plan  for  1950  called 
for  an  output  of  17  million  tons. 

China’s  prewar  pig-iron  output  amounted  to  1.5 
million  metric  tons  annually.  Manchuria,  which 
had  most  of  China’s  productive  capacity,  produced 
0.17  million  tons  in  1949  and  planned  to  reach  a 
level  of  0.72  million  in  1950.  A  better  record  was 
chalked  up  in  steel  ingots.  The  prewar  standard 
was  0.8  million  tons.  In  1949,  0.1  million  was  re¬ 
corded  and  a  return  to  0.5  million  planned  for 
1950. 

Perhaps  the  most  important  modern  industry  in 
China  is  cotton.  Before  the  war  the  annual  pro¬ 
duction  of  raw  cotton  amounted  to  an  average  of 
680,000  metric  tons  a  year  and  provided  most  of  the 
supply  needed  for  the  industry,  which  utilized 
almost  6  million  spindles.  After  the  war  disruption 
of  cotton  production — which  fell  to  460,000  tons  in 
1948  and  425,000  tons  in  1949 — and  difficulties  in 
transporting  available  stocks  stifled  the  industry, 
making  it  necessary  to  rely  on  supplementary  im¬ 
ports  of  raw  cotton  which  amounted  to  more  than 
a  third  of  cotton  consumption.  Meanwhile  much 
of  the  cotton  crop  was  diverted  to  domestic  con¬ 
sumption  by  the  local  peasant  population.  During 
1947-48  the  industry  used  442,000  metric  tons,  of 
which  about  160,000  tons  were  imported,  as  com¬ 
pared  with  prewar  imports  of  less  than  80,000  tons 
annually. 

Immediately  after  the  Communists  came  to  pow¬ 
er  the  cotton  industry  suffered  an  acute  depression, 
as  foreign  supplies  were  stopped.  Domestic  pro¬ 
duction  could  not  quickly  fill  the  gap,  and  such 
difficulties  as  disruption  of  power  supplies  also  in¬ 
terfered  with  industrial  activity. 

In  September  1950  Chou  En-lai  stated  that  of 
China’s  intact  5.2  million  spindles,  4  million  were 
in  operation  by  the  end  of  1949 — approximately  the 
same  number  as  before  the  Communist  victory — 
but  that  the  number  would  be  raised  to  4.4  million 
by  the  end  of  1950.  He  also  asserted  that  the  goal 
of  650,000  tons  for  cotton  production  in  1950  had 
been  fulfilled,  thus  almost  returning  to  prewar 
levels,  both  in  cotton  crop  yields  and  yarn  manu¬ 
facture.^^  He  predicted  expansion  in  both  cotton 
production  and  manufacture. 

In  railways,  88  per  cent  of  total  trackage,  or  about 
13,500  miles,  had  been  opened  to  traffic  by  June  1950. 

29.  Late  estimates  put  the  1950  crop  at  700,000  tons.  People’s 
China,  Dec.  1,  1950,  p.  12. 
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Global  figures  are  unavailable  for  Chinese  indus¬ 
trial  production  as  a  whole,  but  Kao  Kang’s  report 
gives  more  specific  data  regarding  Manchuria.  He 
stated  that  1949  production  in  state-owned  industry 
attained  29  per  cent  of  the  peak  levels  achieved 
under  the  Japanese  in  1943.  Better  records  were 
made  in  certain  industries,  notably  steel  smelting, 
which  reached  42.2  per  cent,  and  spinning,  143  per 
cent.  According  to  plan,  1950  would  see  the  restora¬ 
tion  of  57  per  cent  of  1943  production  levels. 

Within  this  total,  capital  goods  accounted  fbr 
74  per  cent  of  gross  industrial  output  in  1949  and 
79  per  cent  in  1950,  thus  dramatizing  the  key  role 
that  Manchurian  industry  is  expected  to  play  in 
providing  the  basic  capital  equipment  needed  for 
the  industrial  development  of  the  whole  country.^® 
The  Communists  also  speak  in  glowing  terms  of 
the  industrial  potential  of  Sinkiang  and  the  North¬ 
west,  which  is  being  developed  with  extensive  Rus¬ 
sian  aid  under  the  terms  of  an  agreement  signed  in 
Moscow  on  March  27,  1950.  In  particular,  Peiping 
hopes  that  oil — one  of  China’s  most  serious  defi¬ 
ciencies — will  be  discovered  in  this  region. 

The  achievement  for  Manchuria  is  particularly 
notable  because  of  the  heavy  capital  losses  sustained 
by  this  region — partly  due  to  wartime  operations 
but  even  more  to  removals  by  the  Soviet  Union. 
Thus,  according  to  a  report  in  the  Northeast  Daily 
in  June  1950,  only  25  per  cent  of  the  metallurgical 
industry  and  66  per  cent  of  the  spinning  equipment 
had  been  restored.  Nevertheless,  through  full  utili¬ 
zation  and  campaigns  for  greater  production,  the 
output  in  these  two  fields  of  42.2  per  cent  and 
143  per  cent,  respectively,  of  prewar  standards  had 
been  achieved.^' 


CONCLUSIONS 


In  the  long  run  China  cannot  solve  its  grave 
economic  problems  without  industrialization.  The 
resources  in  raw  materials,  energy  and  manpower 


30.  Accoriling  to  Kao  Kang’s  report,  the  following  goals  for 
1950  and  recorils  in  19-49  were  registered  for  Manchuria. 


pig  iron 
ingot  steel 
rolled  steel 
electrolytic  cop|)cr 
electrolytic  lead 
coal 

power  consumption 

motors 

machines 

cement 

paper 

cloth 

yarn 


1950  (goal) 
720,000  tons 
5-40,000  “ 
3-40,000  “ 
4,000  “ 
4,000  “ 
17,000,000  “ 
2,000,000  KWH 
6,800 
3,300 

430,000  tons 
50,000  “ 
5,700,000  bolts 
235,000  bales 


1949 

172,000  tons 
100,000  •• 
72,000  “ 
1,874  “ 
2,062  “ 
11,000,000  “ 
1,400,000  KWH 
1,109 
497 

218,000  tons 
22,800  “ 
2,450,000  bolts 
120,000  bales 


31.  Maslennikov,  op.  cit.,  p.  139. 
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exist  in  the  country.^^  But  disrupting  warfare, 
separation  from  Manchuria  and  an  unfavorable 
social  climate  have  inhibited  the  sound  growth  of 
modern  industry.  With  national  unification  and  the 
new  attitudes  toward  work  and  production  en¬ 
forced  by  the  Communists,  the  main  preconditions 
for  spurred  industrialization  have  been  realized. 
Moreover,  with  self-sufficiency  in  food  and  cotton, 
two  of  the  heaviest  drains  on  China’s  foreign  ex¬ 
change  will  be  eliminated,  making  it  possible  to 
accelerate  imports  of  capital  equipment.  The  Com¬ 
munists  also  claim — with  plausible  arguments — that 
the  land  reform  program  has  released  new  sources 
of  internal  capital  accumulation  which  can  be 
put  to  productive  use. 

In  the  event  of  war,  however,  all  of  these  plans 
will  have  to  be  suspended,  as  they  apparently  have 
to  a  considerable  degree  under  the  impact  of  the 
war  in  Korea.  But  the  Communist  government  has 
a  fairly  long  time  in  which  to  achieve  its  indus¬ 
trial  objectives.  In  the  short  run  the  Chinese  econ¬ 
omy  can  continue  to  exist  on  its  largely  agricultural 
foundations.  Even  if  all  trade  with  the  West  were 
stopped,  it  would  be  possible  for  the  Communists 
—  utilizing  (1)  overland  commerce  with  the 
U.S.S.R.,  (2)  available  Manchurian  industrial  capac¬ 
ity  and  (3)  the  many  opportunities  for  small-scale 
local  auxiliary  industrial  developments — to  make 
substantial  economic  progress. 

The  chief  point  at  which  the  Communists  would 
be  vulnerable  to  an  economic  embargo  would 
probably  be  with  respect  to  petroleum  products  and 
spare  parts,  both  needed  to  maintain  and  operate 
their  fleet  of  largely  American-built  trucks  and 
motorized  weapons.  Economic  sanctions,  conse¬ 
quently,  might  hinder  Peiping’s  ability  to  wage 
war,  but  they  would  iiot  produce  a  major  eco¬ 
nomic  crisis  for  the  new  regime.  At  the  same  time 
they  would  tend  to  cement  further  the  Moscow- 
Peiping  alliance. 

On  the  whole,  the  Chinese  Communists  may  be 
expected  to  deal  more  successfully  with  the  coun¬ 
try’s  economic  problems  than  did  the  Nationalists. 
If  forces  of  opposition  and  disintegration  develop 
within  Communist  China,  it  seems  likely  that  they 
will  grow  out  of  military,  social  and  political  pres¬ 
sures,  not  primarily  from  any  economic  failures  or 
insuperable  technical  difficulties. 

32.  For  industrial  potential  of  China  see  H.  D.  Fong,  “Postwar 
Industrialization  of  China,”  National  Planning  Association  pam¬ 
phlet,  No.  12  and  13;  and  Gerald  G.  Winfield,  China:  The  Land 
and  the  People  (New  York,  Sloane,  1948),  Chap.  13.  The  speed 
of  China’s  industrialization  will,  of  course,  be  greatly  affected  by 
the  extent  and  character  of  the  country’s  foreign  trade  and 
especially  by  its  ability  to  import  capital  equipment.  Discussion 
of  this  problem  has  been  excluded  from  this  Report  because  of 
inadequate  information  and  space  limitations.  See  Foreign  Policy 
Bulletin.  May  18,  1951. 
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Farmers  and  the  Land 

THE  land  reform  program  of  the  Chinese  Commu¬ 
nists  provided  Mao  Tse-tung  and  his  followers  with 
a  major  lever  in  their  struggle  to  win  power  in 
China.  Programs  of  land  redistribution  in  areas 
suffering  primarily  from  overpopulation,  however, 
have  definite  limitations,  for  many  supplementary 
types  of  effort  are  needed  to  increase  the  produc¬ 
tivity  of  agriculture. 

In  China  the  density  of  farm  population  is  about 
1,500  persons  per  square  mile  of  arable  land,  or 
less  than  half  an  acre  per  farm  person.  According 
to  a  recent  Communist  report  on  East  China,' 
there  is  less  than  half  an  acre  per  capita  for  the 
area  or  about  1.7  acres  per  family  of  five.  Insofar 
as  land  redistribution  brings  about  a  more  equitable 
sharing  of  the  total  produce  of  the  soil,  it  will  win 
political  support  from  the  poor  peasantry  who  gain 
from  the  process.  But  what  will  be  the  effect  of 
redistribution  on  the  total  productivity  of  the  land? 

According  to  studies  by  John  Lossing  Buck,^  an 
“economic”  farm  in  China  is  about  eight  acres  in 
size,  that  is,  a  farm  which  fully  utilizes  the  labor 
power  of  the  farmer  and  his  draft  animal  and  also 
permits  maximum  yield  per  acre  from  the  land. 
Smaller-size  farms  tend  to  be  less  productive  be¬ 
cause  more  of  the  land  is  wasted  in  farmstead, 
parcels  of  land  are  too  small  for  efficient  working, 
and  much  human  and  animal  power  is  not  utilized. 
Nevertheless,  80  per  cent  of  the  farms  in  China 
range  between  one  and  five  acres  in  size.  If  every 
farm  family  were  to  have  a  farm  of  the  average 
size  of  less  than  two  acres,  undoubtedly  the  total 
farm  product  would  decline. 

The  new  Communist  land  reform  law  appears 
to  recognize  this  underlying  reality  by  perpetuating 
the  larger  farm  properties  which  are  actually 
worked  by  their  owners.  Redistribution  of  the  land 
of  absentee  owners,  however,  could  increase,  but 
will  probably  diminish,  the  size  of  farms. 

The  facts  regarding  the  pattern  of  land  tenancy 
and  ownership  in  China  have  not  yet  been  clearly 
established.  Tliey  undoubtedly  differ  widely  from 
region  to  region  and  have  changed  from  time  to 

1.  Report  by  Jao  Shu-shih,  July  14,  1950.  English  text  in 
China  Monthly  Review,  Sept.  1950,  supp. 

2.  Land  Utilization  in  China  (Chicago,  University  of  Chicago 
Press,  1937),  Chaps.  6  and  9.  Sec  also  his  “Fact  and  Theory 
About  China’s  Land,”  Foreign  Affairs,  Vol.  28,  No.  1  (Oct. 
1949),  p.  96;  and  Gerald  F.  Winfield,  China:  The  Land  and  the 
People  (New  York,  Sloane,  1948),  esp.  Chap.  12. 


time.  According  to  Buck’s  survey — the  most  exten¬ 
sive  analysis  conducted  by  a  Westerner — both  rent 
rates  and  the  extent  of  tenancy  have  frequently 
been  exaggerated.  In  Szechuan  province,  Lr  ex¬ 
ample,  an  area  often  cited  as  one  of  the  worst.  Buck 
found  that  the  average  tenant  paid  31.8  per  cent  of 
his  total  farm  receipts  in  the  form  of  rents.  Other 
surveys  have  found  rents  to  average  24.5  per  cent 
of  total  income  in  one  typical  area,  29.1  per  cent  in 
another.  In  over-all  terms,  probably  less  than  15  per 
cent  of  China’s  total  farm  production  was  used 
to  pay  rent. 

(Communist  statements,  however,  give  figures  of 
60  or  70  per  cent  as  typical  scales  of  rent  payment. 
Undoubtedly  variations  occur  from  farm  to  farm 
and  area  to  area.  Moreover,  since  rent  is  often  based 
on  one  crop  only,  such  as  summer  rice,  the  total  rate 
would  be  lowered  by  averaging  in  winter  crops. 
The  total  liability  of  tenants,  however,  undoubtedly 
exceeds  legal  rents  because  of  the  payment  of 
usurious  interest  on  loans,  future  rents,  incidental 
taxes  and  other  charges. 

Similar  discrepancies  exist  in  studies  of  the  ex¬ 
tent  of  farm  tenancy.  Buck  reported  that  half  of 
China’s  farmers  own  all  the  land  they  till,  one- 
fourth  own  some  land  and  rent  additional  land, 
and  another  fourth  rent  all  the  land  they  till.  Less 
than  30  per  cent  of  all  farm  land  was  rented — 12.7 
per  cent  in  the  northern  wheat  region  and  40.3  per 
cent  in  the  rice-growing  south.  The  (Communists, 
however,  assert  that  the  landlords  and  kulaks,  con¬ 
stituting  less  than  one-tenth  of  the  Chinese  rural 
population,  owned  about  80  per  cent  of  the  arable 
land,  while  the  remaining  90  per  cent  of  the  popula¬ 
tion  owned  a  little  over  20  per  cent. 

Whatever  the  exact  figure,  there  can  be  no  doubt, 
as  the  actual  policy  followed  by  the  Communists 
has  now  made  clear,  that  many  types  of  activity  in 
addition  to  land  redistribution  are  needed  if  China’s 
“good  earth”  is  to  produce  enough  food  to  satisfy 
the  basic  requirements  of  475  million  people.  More¬ 
over,  the  Communist  emphasis  on  industrialization 
and  on  the  future  “socialization”  of  land  reflects 
recognition  of  the  fact — long  since  emphasized  by 
Western  observers — that  only  the  reduction  of  pres¬ 
sure  on  the  land  by  the  transfer  of  much  of  the 
population  to  other  types  of  productive  activity 
can  effectively  alleviate  China’s  poverty. 
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